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ABSTRACT 


The paper estimates several characteristics of the 
largest Canadian conglomerates from 1969 to 1984. Conglomerates 
are diversified enterprises. For an enterprise to be considered 
diversii2ted, more than y30% of ts sales must be in. a ditterent 
line of business from itS main activity. 

Three estimates (for 1969, 1978 and 1984) show a high 
turnover rate among the 35 largest Canadian conglomerates. Only 
28% of those existing in 1969 still were in the 1984 list. Most 
of the large conglomerates were created in the 1960's and 1970's. 
Usually a conglomerate is created by a large corporation acquiring 
one or several large corporations in unrelated industries; very 
seldom does a small conglomerate become a large one through 
internal growth. More than two thirds of the conglomerates 
studied were Canadian-owned and controlled but some were the 
Canadian replicas (subsidiaries) of foreign conglomerates. 
Canadian conglomerates are much more profitable than specialized 
enterprises of comparable size. 

The trend shows a slight decline in the conglomerate 
part of the Canadian economy from 1969 to 1978, and a sharp rise 
between 1978 and 1984. 

Data and conclusions are preliminary. More work is 
being currently done to eventually correct the estimates and get 


Newmreloures @lLOGe1 905709975 sand 7978. 
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THE RISE OF THE CONGLOMERATE ECONOMY 


by 

Jorge NIOSI 
Professor 
UGQAM, Montreal. 
7 August 1987 


Many studies (Rosenbluth, 1957, Berkovitz et al 1976, Khema-— 
ni, 1980, Caves et al, 1980) estimated Canadian industrial con- 
centration both at the technical (establishment) and economic 
(corporation) levels. Several statistical surveys regularly pu- 
blish data on this issue (Statistics Canada, Cat. 31-4902 and 
61-210). These studies, and data for the last twenty-five years 
show a slow but steady growth of sellers’ concentration for the 
Canadian economy and for particular industries. 

Farallel to this rise of economic and technical ete tee oe 
pean but a less studied phenomenon, is a trend towards higher 
concentration at -the enterprise level. Enterprises are groups 
of corporations under common control. Two different types of en- 
terprises will be distinguished in this paper: the specialized 
and the conglomerates. 

The specialized enterprise is a group of corporations 
Operating in the same line of business. A group of pulp and paper 
companies, or a group of insurance and reinsurance corporations 
* I am grateful to the persons who read and commented on the pre- 
liminary version of this paper: R.S. Khemani, Bill Krause, Danny 
Shapiro and Michael Wolfson. Susan Leroux put her computer talents 
at work to build the data on which this paper is based. This work 
was supported by the Social and Economics Studies Division, 
Statistics Canada. The views expressed in this paper are those of 


the author, and in no way necessarily reflect those of Statistics 
Canada, nor the colleagues who commented on earlier drafts of it. 


would, for example, be considered a specialized enterprise (see 
later, point 1 on definitions). The conglomerate enterprise 15 a 
group of corporations operating in different, unrelated indus- 
tries. 

It 16S our contention that for the last twenty-five years the 
growth of financial concentration in the Canadian economy has 
been very rapid, and that it has superseded the trend towards 
Higher technical and economic concentration. The growth of con- 
glomerates has been particularly swift. New conglomerates have 
been created in Canada since the sixties and, as the conglomerate 
wave swept the American economy at the same time, foreign congla- 
merates migrated to Canada as well, forging local replicas of 
their parent counterparts. Most conglomerates enjoyed a high rate 
Of growth during the period, and they represent an increasing 
proportion of the sales, profits or assets cf the Canadian econo- 
my. These trends have seldom been recognized, and still less 
studied, other than in a journalistic way. The goal of this report 
is to shed light on the main dimensions of the rise of the 
conglomerates, with quantitative, although preliminary, estimates 


for the largest of them. 


BASIC DATA AND DEFINITIONS 

Inter-corporate Ownership surveys (collected under the 
Corporations and Labour Unions Return Act) provide the main empi- 
rical basis for the study. Starting in 1962, with the most recent 
data available for 1984, they cover a fairly long time span (22 
years) and thus permit estimates of changes in the composition 


both of specialized and of conglomerate enterprises. This source 


was complemented with corporate financial information available 
from data bases created with CALURA and other Statistics Canada 
surveys. Owing to the large number of corporations involved in 
this study (more than 1500 every year) and to limits on the 
resources and time available, we decided to start the study in 
1969 instead of 1965, the first year for which machine readable 
financial data for all corporations exist. We have also examined 
large enterprises for 1984 (latest available year) and for 1978, 
ae intermediate point for which financial data, and the Inter- 
corporate Ownership publication (an occasional survey) were also 
avallable. 

Statistics Canada data was complemented with information for 
corporations available from other sources: annual company reports 
Financial Post Surveys, Moody’s Manuals, financial periodicals, 
Ontario and Quebec Securities Commissions Bulletins. 

Our definition of an enterprise is not the same as that from 
CALURA used in their Statistics Canada data bases. In CALURA‘’s 
basic definition a corporation controls another if it owns at 
least 50% of its voting shares. CALURA also recognizes cases of 
apparent minority control by taking into account the number of 
directors of the holding company that are also members of the 
subsidiary’s board, and the distribution of the remaining shares. 
In fact, control is often held with less than S502; empirical 
studies (Berle and Means, 19323; Larner, 19703; Chevalier, i970, 
Morin, 1975; Niosi, 1978) use a threshold as low as 5% for = mino- 
rity control, while the US government statistics and the Quebec, 
Ontario and Alberta Securities Commissions use a 20% lower limit 


for minority control. Thus, some of our enterprises are larger 


3 
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than those Statistics Canada data would suggest, because we have 
added a few minority-controlled subsidiaries not identified by 
CALURA. 

A conglomerate is a diversified enterprise. For an enter- 
prise to be considered diversified, more than 20% of its sales 
must be ina different line of business from its main activity. 
Conversely, where 7OZ and more of the sales are in the same line 
of business, the enterprise is classified as specialized. 

Conglomerates thus are groups of corporations under common 
control operating in different, unrelated industries. "Different" 
means that they operate in at least two industries, classified at 
a three-digit level, and that these industries are not in the same 
line of business. Integrated enterprises, thus, are not 
conglomerates. The concept of "related industries", developed by 
Wrigley (1979), and appiied by Rumelt (1974), Caves et al (1977 
and 1980), Lecraw and Thompson (1978), has been used here. 

As to control, it can be held either by a management company 
(a financial corporation classified with a 756 SIC number), by a 
corporation operating in manufacturing, commerce, transportation, 
real estate or other industry, or even by a charitable foundation. 
We find the same kind of situation in specialized enterprises, in 
which, however, operating holding companies are the rule. 

Conglomerates can be under either public or private control. 
Some public enterprises are as diversified as privately held con- 
Glomerates. Some of them are under federal control, while others 
are controlled by provincial governments. Government-—-controlled 
conglomerates are, however, presented separately from privately- 


held ones. 


In our analysis, conglomerates were ranked by sales. This 
cdecision gives a more balanced weight to the overall picture, 
because, if ranked by assets, financial institutions (with huge 
assets but small sales) would have taken the major part of the 
list. This methodological decision is also in line with previous 
Canadian studies. In this study, however, insurance companies and 
cooperative credit unions are excluded. 

a final remark has to be made on the geographical 
restriction of the data. Statistics Canada data bases are for 
Canada only. Foreign operations are excluded. Therefore, ifa 
multinational enterprise under Canadian control is specialized in 
Canada, but conglomerate on a worldwide basis, it will be 
classified as "Specialized" in this study. We have at least one 


case falling in this category. 


FINDINGS 

With these definitions in mind, lists of the largest 35 con- 
Glomerates in 1969, 1978 and 1984 were prepared. We present here 
the results of our preliminary findings from the analysis. 

1. Turnover. 

We produced three lists of the largest conglomerates in 
Canada for 1969, 1978 and 1984, involving information on S7 con- 
gQlomerates; sixteen of them appear in the three lists. This means 
that a fair proportion (28%) of Canada’s largest conglomerates 
already existed in 1969. 

Fourteen conglomerates in the 1969 list disappeared from the 
subsequent lists: they were either displaced to lower positions, 


(two cases), absorbed by larger conglomerates (six cases), dis- 


membered (three cases), or became specialized (three cases). 

Nine conglomerates from the 1978 list disappeared in 1984, 
for the same reasons as before. Four enterprises became speciali- 
zed, three others merged within larger conglomerates, while two 
others became too small to remain into the top thirty-five. 

Survivors are falling within the ranks of the conglome- 
rate ladder: most of them occupy in 1984 a lower position than 
the one they had in 1969 (Table 1). And only 5S enterprises remain 


in 1984 in the same quintile they were in 1969. 


Table i 


Rank 1984 
Race? 8-14 Loo oe ee 
1-7 4 Yes 1 
8-14 1 mS 1 
Rank 1969 15-21 _ oe 1 
22-26 - 1 


Finally, five survivors are foreign Cera) roughly the same 
Proportion as in the total samples. Canadian and foreign-control- 


led groups seem to have the same ability to survive. 


2. Age. 
While conglomerates have drawn attention from economists 


only in the late sixties and early seventies (Blair, i Lg R eed seme ad > he he 


12), some of them have their origins well before 19460. In Canada 


at least three of, the largest: existed before World War. II; 
while several others have been founded or began their diversifi- 
cation in the forties and fifties. Five of the 35 conglomerates in 
the 1984 list have reir Origins before the merger period of the 
be Glees AC galog si) Ss 

The majority (62%) of the conglomerates in the 1984 list 
were created in the 1960/1979 period. In many cases this process 
involved the incorporation of new holding companies. In other 
cases a specialized enterprise diversified into totally unrelated 
industries. This was the case for two of the largest tobacco ma- 
nufacturers and one of the largest breweries in the sixties. Fi- 
nally, foreign conglomerates either invested in Canada through 
subsidiaries operating in different industries or acquired con- 
trol, in Canada, of corporations in new lines of businesses. 

Only eight of the conglomerates in the 1984 list (23%) were 
created in the 1980’s. This sublist includes the largest in Cana- 
da, which diversified only in 1982 and two others, among the lar- 
gest conglomerates in 1984, diversified in 1980 into totally 


unrelated industries. 


=. Originating industries. 


From what industries do conglomerates emerge? Analysis of 


the 1984 list shows a varied sectoral distribution, as showed in 


Table 2. 
Table 2 
Industrial origins of the 1984 Canadian conglomerates 
Industry Number 
Services =) 
Finance 6 
Commerce 1 
Resources 4 


Manufacturing iy, 


These figures, of course do not take into account the four 
conglomerates under government control that we present separately 
and that existed in 1984: the Canadian National and the Canada 
Development Corporation groups (federal) and the Société générale 
de financement du Québec and the Crown Investment Corporation oaf 
Saskatchewan (provincial). Two of these governemental enterprises 
were created in the sixties and seventies (the SGF and the CDC), 
one between the Wars (the CN) and one in the eighties (the C.1.C. 
of Saskatchewan). 

Among private conglomerates manufacturing is by far the most 
important... Originating industry, (547 of5 tne S27: most cases are 
those of .slow,growth, high profits industries like, alcohoinac 
beverages, tobacco manufacturing and food. In services also, 
enterprises diversify into unrelated industries to escape from 
Sluggish (like residential telephone s®@rvices) or highly cyclical 


activities (like real estate and engineering). 


4. Country of control. 

In 1984, large conglomerates in Canada were mostly (66%) Ca- 
nadian-owned and controlled, not including the four state-owned 
groups. Canadian-owned and controlled conglomerates include the 
nine largest in Canada in 1984. 


Table 3 shows the picture for 1984 and compares it with that 


of 912767. 
Table 3 


1757 1984 
Canada Sam ae va/a) 25, (664) 
U.S.A. odege a E/T ey) = CS 
Others Ore i orie 4 Ore 4 (12%) 
Total foreign 8 (22%) a Rent Oty We 


hotal ao C1007) helm OTe Ay, 


The small rise of foreign conglomerates as a proportion of 
the largest ones in Canada seems to be the consequence of two 
different trends. The first is’ the amalgamation of foreign 
subsidiaries im Canada produced by the conglomeration of their 
parent companies abroad. Thus, previously specialized subsidiary 
enterprises have been absorbed into larger conglomerates. The 
second 1s the regrouping of some Canadian conglomerates into 
larger units, and the phasing out (either by absorption or by 


dismembering) of several regionally-based ones. 


i 


w. Concentration. 

As conglomerates operate over widely diverse industries, the 
issue of concentration only makes sense here with reference to 
the overall economy. It 1s possible to calculate "absolute" 
concentration, i.e. the proportion of the sales, assets, profits 
or any other corporate characteristic in the total sales, assets, 
profits, etc in the Canadian economy. 

We calculated three of the five "major" financial variables 
in the corporate data bases of Statistics Canada: sales, total 
assets and profits for all corporations and for the largest 35 
conglomerates. We are aware that each measure has its 
difficulties. Sales and profits are volatile and can vary 
enormously from one year to the other; all three are Plagued with: 
double counting, specially in large enterprises. 

We also decided to compare large conglomerate enterprises 
with large but specialized firms. Table 4 presents the results for 
1984. This table shows how highly skewed the distribution of 


enterprises is by size. Even though the analysis considers the 35 


-"l es 


largest enterprises, the largest 20 or 30 account for most of 
their economic activity. Correspondingly, extending the analysis 
to the 50 largest enterprises, say, would not change the picture 
appreciably. 


Table 4 


Conglomerates Specialized 
Sales Assets Frofits Sales Assets Frofits 
Top 4 =A Fiyé Se, 6% Dds ifeé 
Top 8 Ode LOZ ey a. WA 14% 
Too Az Th LOZ 14% sear A Pa ler 1457, 
Top. 20 a Dah V7 Yeirs 25% oe yA 
Tep 30 17, i ete A Lay 137 fds re Zen 
TOO oo TOR 14% ere iz rede as 


By any measure, conglomerates are large, but * smaller than 
specialized enterprises. The difference between conglomerates and 
non-diversified enterprises is wider in terms of assets, because 
the specialized list includes several banks and o11 corporations 
with huge assets, compared to sales and profits. But the dif- 
ference seems smaller in terms of profits; in other terms, 
conglomerates seem more profitable than specialized enterprises 
of comparative size. This hypothesis will be tested later in this 
paper. 

AS to trends in the 1969-1984 period, Table 5 (and its 
graphic representation) shows that the conglomerate part of the 
Canadian economy diminished during the 1969-78 period, then grew 


at a rapid pace, whatever the variable employed to measure it. 
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Table 5 


Sales Assets Profits 
1969 1978) 91984 1969 -81978—-— 11984 LS 69e 41978" .ese4 


Top 4 4%. 4% ve Siva 37 rere 6% oe PPE 

Wesley iS! ite 47. five 6% 4%, 1O7 BY% ize 157 

POD ee les 6% are ve 8% it TO7 10% aoe 14% 

Viaje ee) &% 6% 9%, oF 5% i ReSeA 10% Lor are 

Top 30 67. &% 10% a 6% Pave ple ig P7ive 187% 

iitefay She) ave 6% Ose ake Ere Tee 147% sl eA EE Lon 
Graph I 


The 235 largest conglomerates in the Canadian economy 


1762, 1278 and 1984 


“h 


SALES 
ASSETS 
PROFITS 


OR 


YEAR 
It is not easy to explain this non-linear trend from only 


three observations in time. The explanation lies probably not 
in the conglomerate enterprises themselves but in the specialized 
ones. Several specialized enterprises grew very rapidly during 
the 1969-78 period: oil and gas producers, hydro-electric public 
utilities, car manufacturers and banks. The growth of conglomera-— 
tes was probably less swift in that period, and they lost some 
share of the Canadian economy. 

The opposite trend prevailed after 1981/2. Energy prices 


fell, and energy enterprises stagnated or even sold some of their 


ion 


assets; Car manufacturers stumbled under foreign competition, 
and banks stopped growing because of bad loans to oil companies 
and to Third World countries. 

With the resumption of growth in 1983, conglomeration became 
possible again: the stock markets reached new heights, interest 


rates fell and the long term trend worked its way out anew. 


Gn) teot Saas ve 


The most surprising finding is that conglomerates appear 
( subject to data limitations such as double counting) more 
profitable than specialized enterprises. We used two measures of 
profitability: profits on sales, and profits on total assets. 
In both cases, conglomerates are strinkingly more profitable. 
And the difference remains constant through time (see Table 6). 
This pattern is not sensitive to one or two of the largest 
conglomerates being reclassified as specialized enterprises. 

The opposite, however 1s true with government-owned 
conglomerates, that are less profitable than specialized public 
enterprises of comparative size, and have also lower profits than 
private conglomerates of the same volume of sales. | 


Table 6 


Private 
Specialized Conglomerates 
Poy Tees 1984 WC Rar AS: 1984 
Frofits on sales POs 7 47 S,7% VS ely Melia ve Raey/ 
Frofits on assets Sng ive a ghia igh ta iby o/s eVareye igs 
Governmental 
Specialized Conglomerates 
L7Oe. Lo/7e8 1984 cay, le eet 1984 
Frofits on sales FOB ee Aid git te tee fe eee Wes fey ee 6,14 


Profits on assets Sies= WA 1,6% ames ed =O. 374 2,8% re ee A 


| 


Ltpewolld bevdistticult to- explain this difference in terms 
of the particular composition of the lists. In both there are 
commercial corporations which have comparatively low profits to 
sales. In both private conglomerate and specialized enterprises 
lists there are Canadian firms and foreign subsidiaries. 

This result runs against most literature on conglomerate 
enterprises (Blair, Be dr ae Meeks, LO Tess Narver, 1967) and 
certainly merits a more thorough analysis. Other measures of pro- 
fit abel ity (and particularly profits on capital invested) should 
Bee UsSeodm COscaont rams ton quahity) “this finding. “As. well, all 
Variables used, both in conglomerate and specialized enterprises 
should be adjusted to remove double counting fANECOMDL S48 bit 


feasible task which is underway). 


7. Diversification 

Diversification grows with size, but the relationship between 
the two variables is not very strong. Table 7 shows diversification 
for the conglomerates in the 1969 and 1984 lists, ranked by sales 
and divided into five classes of seven enterprises each. 

a diversification index has been Pes leulated for each 


conglomerate, with the formula 


Pamiekr_ 3 
Tot.sales 


where Fr is the value of sales of the principal activity. Firms 


are reranked each year. 


= <a 


Table 7 


L2Go, 1984 


Bist 0.66 Ghraiy | 
Second On) 0.45 
Aaeel ees O.47 O.46 
Fourth OV6S = a 
Rach 8 ba ¢ 0,49 
Total ie a O.49 


* Arithmetic averages for each group of seven enterprises. 


The first group includes in 1984 the most diversified con- 
Glomerate in the country; it also includes (and is headed by) one 
of the least diversified conglomerates. 

During the iS-year period, diversification within 
conglomerates has decreased, as shown in Table 7. Some very large 
conglomerates started a process of reorganization and rationali- 
zation and became less diversified; several small, regional, and 
very diversified groups disappeared both from the lists and from 
the economic landscape. It also appears that a number of 
conglomerates have pulled back from half a dozen or more markets 


to concentrate in two or three major areas. 


CONCLUSION 

During the last twenty-five years there is a general sense 
that a new type of economic centralization has been growing in 
Canada, namely conglomerate concentration. Mergers and 
acquisitions have reduced the number of independent corporations 


and increased the ranks and sizes of large diversified enterprises 


ey ibe 


Operating in different, unrelated markets. The preliminary 
results reported in this analysis tend to support this view. 

Three independent lists of the 25 largest conglomerates in 
Canada spanning a fifteen-year period with data for 1969, 1978 
and 1984 have produced S57 names; we also produced a list of the 
25 largest specialized enterprises for each year. Among the 
conglomerates, 16 appear in all three lists, yielding a high tur- 
nover rate of 72%. Survivors are more often large Canadian enter-— 
prises and foreign firms of any size. Disappearing conglomerates 
are more often regionally-based Canadian enterprises of small 
Sslze. 

Most conglomerates (62%) have been created in the 1960's and 
Pees eei ther through the incorporation of management holding 
companies or through the acquisition, by previously specialized 
enterprises, of independent operating corporations. 

Diversified enterprises originate mostly in manufacturing, 
finance and services. But each industry shows a different tenden- 
cy to conglomeration, the highest being railways, telephone ser- 
vice, food and beverages. 

Conglomerates in Canada are both Meany and foreign- 
controlled; while the largest of them are domestically owned and 
controlled (not including four under governmental control) 40% 
of them are the Canadian counterparts of conglomerate parents 
abroad. 

Conglomerate concentration is significant and appears to 
have increased over the last 15 years in the Canadian economy. 
However the trend does not appear uniform; absolute concentration 


of conglomerate enterprises fell from 1969 to 1978 and = then 


PCs — 


increased atoe moreceacid pace mtiom 197GRto 2 9R 4.) bhi Ssepaetenn eS 
probably explained mostly by the changing fortunes of large 
specialized enterprises (which abound in energy, banking = and 
vehicle manufacturing): these enterprises achieved their best 
performance in the late 1970's and then stagnated in the 1980's. 
Conglomerates then experienced their more rapid growth. 

Contrary to most literature, conglomerates in Canada seem to 
show a better record than specialized enterprises in terms of 
profitability. Freliminary data on returns to assets and profit 
margins on sales are higher for private sector conglomerates over 
the entire neriod. This conclusion is however not true for 
government-owned conglomerates, which are less profitable than 
their private sector counterparts, as well as specialized 
governmental enterprises. 

Diversification in Canadian conglomerates has been decreasing 
through time. Recent rationalization of large enterprises and the 
disappearance of small very diversified groups explains this pat- 
tern. Diversification also tends to increase slightly with the 
Size of the enterprise. 

The rise of conglomerate concentration, if it proceeds at 
the same swift pace of the latest period, will produce a new type 
of economy and society. Far from the mythical model of pure and 
perfect competition, and rather different also from the more rea- 
listic imperfect or oligopolistic schemes, new types of enterpri- 
ses and markets are emerging that challenge our present 


understanding of Canadian society. 


ae 
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